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Property Tax Exclusion. Water Conservation
Legislative Constitutional Amendment.
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Official Title and Summary Prepared by the Attorney General
PROPERTY TAX EXCLUSION. WATER CONSERVATION EQUIPMENT.
LEGISLATIVE CONSTITUTIONAL AMENDMENT.

• Amends state constitution to provide for an exclusion from property taxation of that portion of
any improvement made to real property which consists of the installation of water conservation
equipment, as defined by the Legislature, for agricultural purposes.

Summary of Legislative Analyst's
Estimate of Net State and Local Government Fiscal Impact:
• Property tax revenue losses to local governments would be under $1 million in 1994-95,
increasing annually for several years to a maximum amount possibly up to $10 million annually.
Cities, counties, and special districts would bear about half the loss; school and community college
districts would bear the other half.
• The state's General Fund would have to replace all, or nearly all, of the property tax revenue
losses experienced by school and community college districts.

Final Votes Cast by the Legislature on SCA 4 (Proposition 178)
Assembly: Ayes 73
Noes 5
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Senate: Ayes 29
Noes 2
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Analysis by the Legislative Analyst
Background
Local property taxes are based on each property's
assessed value. As long as a property has the same
owner, its assessed value generally remains the same
each year, except for a small increase for inflation.
Whenever property is improved (for example, the
addition of a room onto a house), however, the property is
reappraised and the assessed value usually increases by
the value of the improvement.
Current law allows some exceptions to this general
rule. For example, current law exempts property owners
from paying higher taxes when they make certain types
of improvements to their property, such as adding fire
detectors and sprinklers.
Proposal
This constitutional amendment adds another exception
to the general rule on reappraising property. Specifically,
property owners would not have to pay higher property
taxes when they install water conservation equipment
(such as underground drip irrigation systems) on any
land used for commercial agriculture. In order to receive
the property tax exemption, an owner would first have to

obtain certification that installation of the system
actually results in water savings. When the agricultural
land was sold or converted to another use, it would have
to be reappraised at its full market value, including the
value of the water conservation equipment.

Fiscal Effect
By excluding the value of this water conservation
equipment, the measure would result in property tax
revenue losses to local governments. We estimate that,
statewide, the loss would be substantially less than $1
million in 1994-95. The revenue losses would grow each
year as more equipment qualified for the exclusion. After
several years, the revenue loss could be up to $10 million
annually.
Cities, counties, and special districts would bear nearly
half of these property tax revenue losses. The remainder
of the loss would affect school and community college
districts, which also receive local property tax revenues.
Under current law, the state would replace all, or nearly
all, of these school district losses with increased General
Fund expenditures.

For the text of Proposition 178 see page 28
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Property Tax Exclusion. Water Conservation Equipment.
Legislative Constitutional Amendment.
Argument in Favor of Proposition 178

California's drought may be over, but the next one is
just around the corner. Your YES vote on Proposition 178
will help all of California become better prepared to
endure future water shortages.
We have seen the devastating impact that the drought
has had on California's environment. Our streams and
rivers have been pushed beyond capacity to deal with
human, fish and wildlife needs. Dry years also have
taken a toll on our economy as our state's food
production, tourism, manufacturing and the fishing
industries have all been hurt by the shortage of water.
Yet our state's population and demands· for water
continue to grow. If we are going to preserve and protect
our economy and our environment, we must do more to
ensure a reliable future water supply.
Proposition 178 will prOVIde crucial incentives for one
of California's most important users of water,
Agriculture, to replace old and outdated irrigation
practices with new water conserving systems. AT NO
COST TO TAXPAYERS.
Proposition 178 will provide an exemption from
reassessment for the installation of water conserving
equipment for agricultural use. Voters have already
approved similar exemptions for solar energy devices,
fire safety sprinkler systems, and retrofits for access for
the disabled. Except for farmers applying for this
exemption, NO TAXPAYER IN CALIFORNIA WILL SEE
ANY CHANGE IN THEIR TAXES.

Under current law, we penalize farmers for trying to
conserve water. Efforts to conserve are rewarded with
higher tax assessments.
PROPOSITION 178 WILL RESULT IN A NET
INCREASE IN STATE REVENUES. Current tax policies
force many farmers to simply repair and reuse
antiquated systems that have operated for decades. New
water systems are very expensive, but added to this cost
is the immediate and recurring tax burden. This
additional hidden cost can push new equipment beyond
the reach of many family farmers. 'Under Proposition
178, those disincentives will be removed, workers will be
hired, equipment will be purchased, and the state's
economy will benefit by millions of dollars, AND
WE WILL SAVE MILLIONS OF GALLONS OF
CALIFORNIA'S WATER.
California's water supply is a limited resource.
California citizens showed that they can do what it takes
in the short run. Proposition 178 will help to do what it
takes for the long run.
PROPOSITION 178 MAKES GOOD ECONOMIC
SENSE AND GOOD ENVIRONMENTAL SENSE. VOTE
YES ON PROPOSITION 178.
MIKE THOMPSON
Member of the State Senate, 2nd District
BOB VICE
President, California Farm Bureau Federation
GERALD H. MERAL
Executive Director, Planning and Conservation League

Rebuttal to Argument in Favor of Proposition 178
Don't be fooled by the arguments in favor of
Proposition 178. A vote for Proposition 178 will NOT, as
the sponsors claim, help California become better
prepared to endure future water shortages. All it will do
is create a special interest tax break for farmers-a tax
break that every other Californian will be forced to pay
for.
Vote NO on Proposition 178. There is already a
financial incentive for farmers to install water
conserving irrigation equipment! Because these systems
use far less water, a farmer who installs such a system
will AUTOMATICALLY see a much lower water
bill-WITHOUT a tax subsidy. All Proposition 178 does
is give away precious taxpayer dollars to farmers who
would install this equipment anyway, because it makes
good business sense.
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Every non-farmer in this state will end up paying for
this special interest tax break. Because less property tax
money will be taken in, less money will be available to
fund law enforcement, schools, roads, and other
property-related services. So either the non-farming
areas of our state will suffer due to reduced services, or
every Californian will have to pay higher taxes or fees to
maintain the same level of services that we're receiving
now.
Promoting water conservation is an excellent goal. But
Proposition 178's attempt to do this by granting an
unnecessary government-subsidized special tax break to
a select group of businesses is the wrong way to go about
it. Please vote NO on Proposition 178.
GIL FERGUSON
Assemblyman, 70th District
DEBRA BOWEN
Assemblywoman, 53rd District

Arguments printed on this page are the opinions of the authors and have not been checked for accuracy by any official agency.
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Argument Against Proposition 178
Vote NO on Proposition 178. IF PASSED, WOULD ALSO RESULT IN SIGNIFICANT STATE
PROPOSITION 178 WILL MEAN LESS TAX DOLLARS GENERAL FUND COSTS. IT COULD MEAN
FOR FINANCIALLY STRAPPED LOCAL GOVERN- INCREASED TAXES FOR YOU OR REDUCED
MENTS TO FUND CRITICAL EMERGENCY SER- SERVICES.
VICES AND FOR SCHOOLS. While the tax savings to
Vote NO on Proposition 178. Under current state law,
those who install a water conservation system would be the state exempts from appraisal as new construction
small and provide only a marginal benefit or incentive to seismic safety improvements, fire prevention
do so, THE CUMULATIVE LOSS OF PROPERTY TAX improvements, enhanced accessibility for disabled
REVENUES FOR THE COMMUNITY WOULD BE people, and POST-EARTHQUAKE RECONSTRUCSIGNIFICANT. Here is how:
TION. HOW MANY EXEMPTIONS CAN WE
Since a portion of the state's lost property tax revenues AFFORD???
would otherwise be allocated to K-12 schools and
community colleges, and since the state is required to
Vote NO on Proposition 178. AGRICULTURAL
offset property tax losses to those entities, this measure PROPERTY OWNERS WHO INSTALL WATER
would result in potentially significant state General CONSERVATION DEVICES ALREADY RECEIVE THE
Fund costs. WHERE WILL THE STATE MAKE UP THE BENEFIT OF BUYING WATER AT LESS THAN ONE
LOST REVENUE FROM THIS EXEMPTION? YOUR TENTH THE PRICE CITY PEOPLE PAY.
POCKETS!!! THE SPONSORS WANT YOU TO PAY FOR
The best way to encourage water conservation in
THEIR TAX EXEMPTION.
America is through the price mechanism. City people are
Vote NO on Proposition 178. THIS MEASURE DOES careful about using water because it is expensive.
NOT REQUIRE EQUIPMENT QUALIFYING FOR THE ,Agriculture has not conserved water because it has been
EXEMPTION TO ACTUALLY RESULT IN REDUCED priced so low. Those who live in the city should not now
WATER USAGE. UNBELIEVABLE! YOUR MON'EY IS be asked to pay more in taxes just to encourage farmers
AT RISK WHETHER THE EQUIPMENT ACTUALLY to use LESS water.
REDUCES CONSUMPTION OR NOT.
WITH ALL THE DEMANDS FOR TAX MONEY AND
Vote NO on Proposition 178. The proposed exemption THE POSSIBILITY FOR INCREASED TAXES, CAN
would not be strictly limited to water conservation WE AFFORD MORE SPECIAL EXEMPTIONS? NO!!!
devices. It can apply to any water efficient industrial
Vote NO on Proposition 178. IT IS YOUR
machinery used, for example, in such places as a POCKETBOOK AT STAKE.
commercial laundry or a car wash. SUCH A BROAD
GIL FERGUSON
INTERPRETATION OF THE BILL'S PROVISIONS
Assemblyman, 70th District

Rebuttal to Argument Against Proposition 178
Don't be fooled by a politician's empty rhetoric. The
opposition to Proposition 178 wants you to be confused.
Your YES vote on PROPOSITION 178 will result in
greater investment in the California economy and more
water available for the environment. PROPOSITION 178
will NOT increase anyone's taxes or create any new
taxes. That is a FACT.
Your YES VOTE on Proposition 178 will lead to the
installation of water conservation equipment which will
create jobs. Your YES VOTE on Proposition 178 will boost
our state's economy as new equipment is manufactured
and purchased on farms throughout the state. Your YES
VOTE on Proposition 178 WILL SAVE WATER!
The creation of new jobs and protecting the
environment don't even appear in the opposition
argument. Why?
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Half truths and political doublespeak do appear. One
deliberate falsehood is that Proposition 178 will not
require any actual water savings. This is a typical
political trick. THE FACT IS that existing law already
will require an INDEPENDENT certification of actual
water savings before any exemption can be granted. (The
opponent ought to know better, he voted for the law!)
Californians deserve straight talk. A YES VOTE on
PROPOSITION 178 will save money, create jobs and help
protect the environment-WITHOUT AN INCREASE IN
TAXES.
VOTE YES ON PROPOSITION 178!
STEPHEN K. HALL
Executive Director, Association of California
Water Agencies
GERALD H. MERAL
Executive Director, Planning and Conse1"vation League

Arguments printed on this page are the opinions of the authors and have not been checked for accuracy by any official agency,
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Proposition 175: Text of Proposed Law
This amendment proposed by Senate Constitutional Amendment 9 (Statutes of
1993, Resolution Chapter 42) expressly amends the Constitution by adding a
section thereto; therefore, new provisions proposed to be added are printed in
italic type to indicate that they are new.

PROPOSED AMENDMENT TO ARTICLE XIII
SEC. 26.5. (a) For purposes of income taxation, qualified renters shall be
allowed a credit against their net tax in an amount not less than $120 for married

couples filing joint returns, heads of household, and surviving spouses, and in an
amount not less than $60 for other individuals.
(b) The Legislature may amend those statutes that implement an income tax
credit for qualified renters as of January 1, 1993, and may amend or enact other
statutes, as necessary to timely or properly administer the credit established by
subdivision (aJ.
(c) This section applies to taxable years beginning on or after January 1, 1995.

Proposition 176: Text of Proposed Law
This amendment proposed by Senate Constitutional Amendment 15 (Statutes
of 1993, Resolution Chapter 67) expressly amends the Constitution by amending
a section thereof; therefore, existing provisions proposed to be deleted are printed
in stLikeotlt t,pe and new provisions proposed to be added are printed in italic
type to indicate that they are new.

PROPOSED AMENDMENT TO ARTICLE XIII, SECTION 26
SEC. 26. (a) Taxes on or measured by income may be imposed on persons,
corporations, or other entities as prescribed by law.
(b) Interest on bonds issued by the State or a local government in the State is
exempt from taxes on income.
(c) Income of a nonprofit educational institution of collegiate grade within the

State of California is exempt from taxes on or measured by income if both of the
following conditions are met:
(1) it The income is not unrelated business income as defined by the
Legislature,-and .
(2) it The income is used exclusively for educational purposes.

(d) A nonprofit organization that is exempted from taxation by Chapter 4
(commencing with Section 23701) of Part 11 of Division 2 of the Revenue and
Taxation Code or Subchapter F (commencing with Section 501) of Chapter 1 of
Subtitle A of the Internal Revenue Code of 1986, or the successor of either, is exempt
from any business license tax or fee measured by income or gross receipts that is
levied by a county or city, whether charter or general law, a city and county, a
school district, a special district, or any other local agency.

Proposition 177: Text of Proposed Law
This amendment proposed by Assembly Constitutional Amendment 8 (Statutes
of 1993, Resolution Chapter 92) expressly amends the Constitution by amending
a section thereof; therefore, new provisions proposed to be added are printed in
italic type to indicate that they are new.

PROPOSED AMENDMENT TO SUBDIVISION (c)
OF SECTION 2 OF ARTICLE XIII A
(c) For purposes of subdivision (a), the Legislature may provide that the term
"newly constructed" shall not include any of the following:
(1) The construction or addition of any active solar energy system.
(2) The construction or installatilln of any fire sprinkler system, other fire
extinguishing system, fire detection system, or fire-related egress improvement,
as defined by the Legislature, which is constructed or installed after the effective
date of this paragraph.
(3) The construction, installation, or modification on or after the effective date

of this paragraph of any portion or structural component of a single or multiple
family dwelling which is eligible for the homeowner's exemption if the
construction, installation, or modification is for the purpose of making the
dwelling more accessible to a severely disabled person.
(4) The construction or installation of seismic retrofitting improvements or
improvements utilizing earthquake hazard mitigation technologies, which are
constructed or installed in existing buildings after the effective date of this
paragraph. The Legislature shall define eligible improvements. This exclusion
does not apply to seismic safety reconstruction or improvements which qualify for
exclusion pursuant to the last sentence of the first paragraph of subdivision (a).

(5) The construction, installation, removal, or modification on or after the
effective date of this paragraph of any portion or structural component of an
existing building or structure if the construction, installation, removal, or
modification is for the purpose of making the building more accessible to, or more
usable by, a disabled person.

Proposition 178: Text of Proposed Law
Article XIII and any implementing legislation may transfer the base year value of
the property entitled to exemption, with the adjustments authorized by
subdivision (b), to any replacement dwelling of equal or lesser value located
within the same county and purchased or newly constructed by that person as his
or her principal residence within two years of the sale of the original property. For
purposes of this section, "any person over the age of 55 years" includes a married
PROPOSED AMENDMENT TO SUBDIVISION (a)
couple one member of which is over the age of 55 years. For purposes of this
OF SECTION 2 OF ARTICLE XIII A
section, "replacement dwelling" means a building, structure, or other shelter
constituting a place of abode, whether real property or personal property, and any
(a) The full cash value means the county assessor's valuation of real property
land on which it may be situated. For purposes of this section, a two-dwelling unit
as shown on the 1975-76 tax bill under "full cash value" or, thereafter, the
shall be considered as two separate single-family dwellings. This paragraph shall
appraised value of real property when purchased, newly constructed, or a change
apply to any replacement dwelling which was purchased or newly constructed on
in ownership has occurred after the 1975 assessment. All real property not
or after November 5, 1986.
already assessed up to the 1975-76 full cash value may be reassessed to reflect
In addition, the Legislature may authorize each county board of supervisors,
that valuation.
after consultation with the local affected agencies within the county's boundaries,
For purposes ofthis section, "newly constructed" does not include real any of the
to adopt an ordinance making the provisions of this subdivision relating to
following:
(J)Real property whieh that is reconstructed after a disaster, as declared by transfer of base year value also applicable to situations in which the replacement
the Governor, where the fair market value of the real property, as reconstructed, . dwellings are located in that county and the original properties are located in
another county within this State. For purposes of this paragraph, "local affected
is comparable to its fair market value prior to the disaster. Also, the teIln "nenly
agency" means any city, special district, school district, or community college
constL tided" shill! not indtlde the
(2) That portion of reconstruction or improvement to a structure, constructed district which receives an annual property tax revenue allocation. This paragraph
shall apply to any replacement dwelling which was purchased or newly
of unreinforced masonry bearing wall construction, necessary to comply with any
constructed on or after the date the county adopted the provisions of this
local ordinance relating to seismic safety during the first 15 years following that
subdivision relating to transfer of base year value, but shall not apply to any
reconstruction or improvement. .
(3) That portion of any improvement to real property that consists of the replacement dwelling which was purchased or newly constructed before
installation of water conservation equipment, as defined by the Legislature, for November 9, 1988.
The Legislature may extend the provisions of this subdivision relating to the
agricultural use.
transfer of base year values from original properties to replacement dwellings of
IIowe,et, the The Legislature may provide that under appropriate
homeowners over the age of 55 years to severely disabled homeowners, but only
circumstances and pursuant to definitions and procedures established by the
with respect to those replacement dwellings purchased or newly constructed on or
Legislature, any person over the age of 55 years who resides in property which is
after the effective date of this paragraph.
eligible for the homeowner's exemption under subdivision (k) of Section 3 of
This amendment proposed by Senate Constitutional Amendment 4 (Statutes of
1993, Resolution Chapter 93) expressly amends the Constitution by amending a
section thereof; therefore, existing provisions proposed to be deleted are printed in
stlikeotlt type and new provisions proposed to be added are printed in italic type
to indicate that they are new.
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